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Since 1848, the Company has abolished, to the evident interest 
of its members, a division which formerly existed of the Assurance 
Company into three different classes, in proportion to the sums 
assured, whereof each one had to contribute for itself to the 
required payments on death. The union now includes all the 
members alike; sums of from 100 to 3000 thalers (J14 to J429) 
may be assured on one life. 

The practical consequences of this system of contribution will 
be felt in the payments of the members rising from year to year, 
and they will become very burdensome when they reach to the higher 
ages. The older members will have to pay much higher contribu- 
tions for their assurances than according to the ordinary system of 
equal average premiums, since the representatives of those who 
have died early have received the amount assured, for which much 
smaller amounts of premiums have been paid. It appears to us 
that the costs of management are not much reduced thereby, since 
the payments in advance, the entrance money and extra payments, 
together with the interest thereon, form a fund for management 
which is very insignificant compared with that which might have 
been formed from the reserved fund from equal average premiums* 

S. B. 

(To tte continued.) 



On the Settlement of Losses by Fire under Average Policies. By 
Richard Atkins, Esq., of the Sun Fire Office. 

IT is a point well worthy of observation, that while England has 
been for centuries past so eminently practical in every branch of 
commercial enterprise, there have been but few attempts made 
until lately, to examine freely the well-worn rules of insurance busi- 
ness with a view to alteration. There has prevailed a general, and 
not altogether unwise, determination to let well alone, and quietly 
continue the system, however faulty, which experience had shown 
could lead to an ultimate and satisfactory profit. 

Our continental neighbours, however, and especially our friends 
the Germans, have in modern times set a better example, and the 
pages of this Magazine continually give striking proofs of the care- 
ful manner in which facts are now collected on every hand, and 
brought forward for the purpose of scientific inquiry in all branches 
of the business of insurance. 

There are, as is well known, two great varieties of policies 
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which are issued by Fire Insurance Companies, viz., the Average 
— or, as they are sometimes named, the Floating policies — and 
the Specified. The conditions of these two kinds are based upon 
widely different principles. The average policy has its own pecu- 
liar and distinctive characteristics, applicable to the largest mer- 
cantile transactions ; and yet it is a remarkable fact that there does 
not exist any treatise for reference, or any embodiment of the laws 
by which such policies are practically regulated. 

The settlements of claims for losses under average fire policies 
are often of a very complex and difficult character ; and the general 
practical rules which govern these transactions are to be found only 
in the form of oral tradition, often forgotten, and still more fre- 
quently mistaken and misinterpreted. The fact that such vague 
guides have proved sufficient in these important affairs is testimony 
of a very striking kind to the generally honourable and equitable 
mercantile character of both assurers and assured. 

In order to throw some light upon this most useful branch of 
fire insurance business, it may be worth while upon the present 
occasion to state concisely the existing practice, and the rules 
actually in operation, in reference to average policies, and at a 
future time to enter upon a brief critical examination of these 
rules, with a view to alteration and amendment. There may pro- 
bably be but little novelty to many of our readers in these primary 
explanations ; but they will at least serve to give a practical ten- 
dency to any future remarks that may be offered on this interesting 
subject. 

It is quite necessary, in the first place, to fix the attention 
closely upon the broad and important distinction, already referred 
to, which exists in the settlement of losses under average and spe- 
cified policies. These different, and not unfrequently contending 
principles, although very clear and simple when stated and con- 
sidered apart, become in some of the various combinations of 
policies, so strangely complicated, that a constant reference to first 
principles is needed in order to disentangle them. 

The practice of assurance against loss by fire on movable pro- 
perty took its rise in England at the commencement of the eigh- 
teenth century. The early contracts were issued by comparatively 
small bodies of speculators, who undertook to cover the risk of loss 
by fire as far as the total sum of a fixed and uniform policy, say 
of ,£500. The premium was paid by those who enrolled them- 
selves in the shape of a stipulated quarterly subscription. There 
does not appear to have existed at the commencement any classifi- 
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cation of risk analogous to that which is now in current use, in the 
shape of a scale of premiums graduated according to the risk. 
The subscribers were probably confined to the proprietors of ordi- 
nary dwellings and shops, while all buildings and trades of a more 
hazardous description were altogether excluded from the sub- 
scription. 

The great peculiarity of these primitive policies, in undertaking 
to pay all loss that might happen within the fixed sum of the 
policy, irrespective of the amount of property actually at stake, or 
of any salvage that might be made, has, amidst many changes, 
descended to the present times, and stamped a peculiar character 
on our modern practice. The ordinary condition of the policies 
known as specified policies, is to pay all the assured' s loss as far as 
the entire sum insured, however short that may have been of the 
value of the property under the protection of the policy. This 
rule consequently abandons the whole of the salvage as the pro- 
perty of the assured, the only question involved under such policies 
being the production of adequate proof of the amount of actual 
loss. 

The introduction of the average, or pro raid, condition is of 
more modern date. It is probable that this condition was intro- 
duced to meet the wants of the London merchants, who had then, 
as now, goods lying at the same time in different public ware- 
houses, and on the quays, liable to sudden fluctuations and re- 
movals, which the owners sought to cover by what now pass under 
the title of average or floating policies. 

The conditions of these policies are very dissimilar from those 
just described as the specified; the average condition being that 
the Office or underwriter shall be liable only to such a share of the 
loss as the sum insured may have borne to the value of the whole 
property covered at the time of the fire. This rule makes the 
assured his own insurer for the excess of value beyond the amount 
of the policy, and obliges him to bear the loss in the same propor- 
tion. The rule has consequently the effect of dividing whatever 
salvage may be made between the two parties in the proportion of 
the risks they have respectively run. 

This average condition, which is known to be the universal 
condition of the marine policies of all countries, is based on such 
clear principles of equity, that it can create no surprise to find that 
it has been generally introduced into the practice of fire insurance 
wherever the Offices were unfettered by the ancient forms. Over 
the whole continent of Europe — in France, Germany, and Russia — 
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no fire policy is issued without that provision ; while in the United 
States of America it also generally forms the basis of an insurance 
contract. The omission of it in any branch of insurance throws so 
great an advantage on the side of the assured in the settlement of 
claims, that it can be viewed in no other light than as equivalent 
to a very great, though unascertained, reduction in the rate of 
premium. 

The two principles which respectively govern the settlement of 
losses under specified and average policies are remarkably clear and 
distinct. There is but little danger of any misapprehension arising 
so long as the claims for loss have simply to be regulated by either 
form of policy upon its own individual rule. Under the specified 
policy, the claimant makes out his statement of loss, without refer- 
ence to the value of the property covered ; and, upon verification 
of the claim, receives the whole sum up to the full amount of the 
policy. 

Under the average condition, the Office requires from the 
assured, in addition to the statement of his loss, a valuation of the 
entire property under the protection of the policy at the time of 
the fire, and receives only such a proportion of his loss as the one 
may relatively bear to the other. If the assured has failed to cover 
the whole risk, he is considered as being his own insurer for the 
excess, and in that character bears his proportion of loss, or, what 
is equivalent, puts forward his claim for salvage only in the same 
proportion. 

In order to prevent all risk of misapprehension, we think it 
best to insert a copy of the average clause, to which are added 
copies of the French and German forms of the same condition. 

" It is hereby declared and agreed, that in case the property belonging 
to the insured in all the buildings, places, or limits herein described, shall, 
at the breaking out of any fire or fires, be collectively of greater value than 
the sum insured, then the Company shall pay and make good to the assured 
such a proportion only of the loss or damage as the sum insured shall bear 
to the whole value of the property aforesaid at the time when such fire or 
fires shall first happen. But it is at the same time declared and agreed, 
that if the within-mentioned assured shall, at the time of any fire, be 
insured in this or any other Office on any specific parcel of goods, or on 
goods in any specific building or buildings, place or places, included in the 
terms of this insurance, this policy shall not extend to cover the same, 
excepting only as far as relates to any excess of value beyond the amount 
of such specified insurance or insurances, which said excess is declared to 
be under the protection of the policy, and subject to average aforesaid." 

Our French and German neighbours have a much more concise, 
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but not less clear statement of the same condition, as will be seen 
by the subjoined copies of their respective clauses. 

" Si ail moment d'incendie la valeur des objets couverts par la police 
est reconnue exceder le montant de l'assurance, l'assure est considere 
comme etant reste son propre assureur pour cet exedant, et il snpporte en 
cette qualite sa part du dommage."* 

" Wenn im Falle eines Feuers die versicherten Gegenstande mehr als die 
versicherte Summe betragen, und sie theilweise gerettet sind, so wird der 
Versicherte fiir so viel als sie mehr betragen, als Selbst-Versicherer 
angesehen, und tragt demnach seinen Antheil am Schaden pro rata."f 

A first perusal of these different statements of the same prin- 
ciple will no doubt impress the reader greatly in favour of the 
concise and scientific expression of the French and German forms, 
contrasted with the somewhat diffuse and obscure phraseology of 
our own. Many of the chief difficulties which sometimes em- 
barrass the subject are wholly removed, by reasoning on the sum 
left uninsured as though it were covered jointly with the Office by 
another Company or underwriter, that underwriter being the 
assured himself. 

The expression of the condition might be varied, yet remain 
identically the same, by a declaration that the Offices and the 
assured were to partake of the salvage in the same proportion as 
the sums they respectively covered. The salvage when sold would 
equally diminish the loss, either in reducing its amount by pre- 
vious deduction, or in making a subsequent pro ratd division of the 
sum actually recovered from the fire. 

The difficulties in the settlement of claims are in practice found 
to spring chiefly from the fact of the assured having effected 
policies of different kinds upon the same property, with different 
ranges of operation, and in various Offices. This may be done 
either through ignorance or with the design of gaining some sup- 
posed advantage, but is almost certain to produce great compli- 
cation in case of loss. The mixed and often opposing liabilities 
of such policies give rise to cases in which it is exceedingly diffi- 
cult, if not impossible, to find a really equitable principle of adjust- 
ment. The result has been, that some most arbitrary and often- 
times conflicting rules have been forced into daily use in the prac- 
tical adjustment of losses. These rules have now to be considered. 

* " If at the time of a fire the value of the objects covered by the policy is found to 
exceed the sum total of the insurance, the assured is considered as having remained his 
own insurer for that excess, and he is to bear in that character his proportion of the loss." 

t " If in case of a fire the insured objects should exceed the sum insured, and they 
should be partly saved, the assured will be considered as self-insurer for the excess, and 
is to bear his share of the loss pro rati." 
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The obvious simplicity and equity of the average principle 
would appear at the first view to leave but little room for difficulty 
or misapprehension. In the simple forms of such policies they are 
rarely found to give rise to any discussion between the Office and 
the assured. The obscurity arises at the time when the assured 
for any reason obtains policies from the same Office, or different 
Insurance Companies, having different ranges of operation, thus 
bringing such policies into partial contact without the possibility 
of ever making them really concurrent. 

One of the most common of these combinations is, where the 
assured has provided himself with a specified policy for the con- 
tents of a given warehouse, and afterwards taken out an average 
policy covering goods in that warehouse, and also in others named 
in that policy, the latter being subject to the condition of average. 

This case being specially provided for by the second clause of 
the usual average clause, does not at the present moment call for 
any detailed inquiry. The rule acted upon by agreement in the 
settlement of losses is, that when a fire happens in the specified 
warehouse, the specified policy applying to that warehouse first 
enters into settlement, and bears the whole loss when that does not 
exceed the sum total insured. In cases where the sum of the spe- 
cified policy is not equal to the loss, the average policy is brought 
forward in the second place, and pays its share of the residue of 
the loss in the proportion that the sum insured bears to the whole 
value of the goods covered in its range, after deducting the amount 
specially covered by the first policy. 

Under the same policies, a loss happening in any other than the 
specified warehouse is settled by taking the entire value of goods 
under the protection of the floating policy, and allowing the 
amount of the specified policy to be deducted therefrom ; the ordi- 
nary average calculation is to be made upon the remainder, and a 
pro raid share of the loss paid. It will not fail to be remarked, 
that while in the first case the specified policy is brought to bear 
all loss up to its full extent, in the second instance the amount of 
the specified policy is to be deducted from the total amount of 
goods covered. This is no doubt founded upon the consideration 
that such a portion was, by the operation of the rule, not really at 
any time under the protection of the floating policy, and may 
equitably be deducted from the amount of property covered in the 
settlement of a loss. 

The case of a mixed insurance on a specific parcel of goods in a 
warehouse named, and a floating policy on merchandise, is treated 
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in identically the same manner. If the goods stated and declared 
are burned, the specified policy pays to its full extent, and the 
floating policy is brought in only for an average settlement in 
reference to the residue of the loss. 

On the other hand, in case of a loss under the floating policy, 
all policies for identified parcels of goods, as well as the policies for 
specified warehouses, must be deducted from the estimate of goods 
covered, and the average calculation made upon the remainder after 
such deduction is made. 

The next step in the inquiry leads to an examination of cases 
of much greater complication, and to difliculties which are not by 
any means so easy of solution. 

The case of mixed specified and average policies having been 
provided for hy a special clause, has not given rise to any practical 
difficulty, because all parties felt themselves bound in case of loss 
to submit to the stipulated condition. The injustice which the 
rule sometimes worked was rather between Office and Office than 
between the Office and assured, and little or no discussion has 
ever been provoked by the adoption of an admitted and declared 
rule. 

It is, however, a matter of far greater complexity and embar- 
rassment when two or more average policies covering merchandise 
in different ranges of warehouses, presenting as they generally do 
different proportionate liabilities, become united in the payment of 
a loss. 

In order fully to appreciate the nature of the difficulty now 
under consideration in its most general form, let us examine a case 
commonly found in practice, 

A merchant takes out three policies. One, in Office S, for 
goods deposited at a wharf named; in Office P, for goods at the 
same wharf, or in the London Docks ; in Office A, for goods lying 
in all or any warehouses in the Port of London, including in the 
range both the former. 

It is clear, in the first place, that a loss happening at the 
wharf, all three Offices, S, P, A, have a joint but wholly dispro- 
portionate interest. In the second place, if the loss happen in the 
docks only, P and A are concerned in it, hut with widely differing 
averages. Thirdly, if the loss arises in neither the wharf named, 
nor the docks, hut in some other warehouse within the limits of 
the policy, the Office A is solely interested in the loss ; and yet, if 
the assured is to obtain an equitable settlement of his claim, the 
policies of S and P cannot be altogether left out of the question, as 
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they have each covered to a certain extent a portion of the goods 
included in the range of the policy of Office A. 

No provision has ever been formally introduced into mercantile 
floating policies to meet this exigency, and settle the joint liabilities 
of such policies, covering different ranges, and consequently with 
very different bases for the settlement of claims. As cases have 
arisen, they have been met in an equitable, if not liberal, spirit in 
reference to the assured ; while between the Offices interested, the 
practice bas settled down into the adoption of the following rule : — 
That the policies with the most limited ranges should all be treated 
as specified policies in the order of their extent, and be called upon, 
in the first instance, in that order to make a settlement of the loss ; 
while those of greater extent are only brought forward in the same 
order to cover any excess of loss which may be left after the prior 
settlement made by those with lesser ranges. In a word, the floating 
policies of less extent or range are placed in the position of specified 
policies on parcels of goods, or goods in specified warehouses, as 
described in the second condition of the average clause, and are, in 
point of fact, to be treated in the same manner in the order of 
their extent — the policy with the least extensive range being held 
to be more specified than any of greater extent; and in this view 
all are to be brought forward in the order of the magnitude of their 
respective ranges, for the payment of losses. 

With a view to explain the operation of the rule, one or two 
cases of a very ordinary kind are added, an analysis of which will 
serve as a key to the solution of almost every combination that 
may be suggested. 

The assured has goods lying at the following places : viz., at a 
specified wharf, — at the London Docks, — and in the public ware- 
houses generally situated within five miles of the Royal Exchange. 
He has opened policies to cover the risk in the following manner : 
In Office S £2,000, limited to goods on the wharf specified; in 
Office P £1,000, covering goods at the same wharf, and also in the 
London Docks ; in Office A £3,000, as a floating policy to cover 
goods lying within five miles of the Exchange of London. The 
merchandise owned by the assured is distributed as follows: 
£4,000 at the wharf; £1,000 in the docks ; and £2,000 in the 
public warehouses generally. 

A loss may happen in any one of the three places, and give 
rise to three perfectly distinct calculations. 

Case 1. — Loss on goods at the wharf. 
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Wharf . 


Property. Loss. 

. £4,000 £3,000 
S pays one-half, or £1,500. 


Insured in S. 

£2,000 


Wharf and docks 
Deduct insured in S 


Property. 

. £5,000 
2,000 






Residue of Loss. 

£3,000 £1,500 


Insured in P. 

£1,000 



P pays one-third of residue of loss, or £500. 

Property. 

Wharf, docks, and other warehouses, £7,000 
Deduct insurances in S and P . 3,000 



~~^~* Residue of Loss. 

£4,000 £1,000 

A pays three-fourths of residue of loss, or £750. 



Insured in A. 

£3,000 



Thus the Offices S, P, and A pay conjointly under their sepa- 
rate liabilities £2,750, and the assured loses by short insurance 
£250. 

Case 2. — Where, with the same policies and distribution of 
property, the loss happens in the docks. 



Wharf and docks 

Deduct wharf insurance in S 



Property. 

£5,000 
2,000 



Wharfs, docks, and warehouses 
Deduct insurances in S and P 



£3,000 
P pays one-third of loss, or £200. 

Property. 

£7,000 
3,000 



Loss in Docks. 

£600 



Insured in P. 

£1,000 



Residue of Loss. 

£400 



Insured by 

General Floater 

in A. 

£3,000 



£4,000 
A pays three-fourths of residue of loss, or £300. 

Thus P and A pay together £500, and the assured loses by 
short insurance £100. 

Case 3 happens when, with property and insurances the same 
as previously supposed, the loss occurs in a public warehouse to 
which the floating policy of Office A only applies. 

Property. 

Wharf, docks, and warehouses, £7,000 
Deduct insurances in S and P . 3,000 

"~~"~~ Loss in a Public Warehouse. Insured in A. 

£4,000 £2,000 £3,000 

A pays three-fourths of loss, or £1,500, 

the assured losing by short insurance £500. 

An attentive consideration of these cases, which may arise out 
of one set of policies, will furnish a very clear idea of the nature of 
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the embarrassments which sometimes arise in the settlement of 
this class of claims, and point out also the methods actually in 
practice for adjusting them. It is particularly desirable to direct 
attention to the deduction of the sums of the policies of the lesser 
ranges from the total amount of property covered when the claim 
is made under policies of an extent greater than their own. This 
point of practice is open to some very weighty objections, and 
may call for future notice ; but at the present moment it is suffi- 
cient to say that the rule as explained is generally adopted and 
acted upon in the settlement of average claims. 

As no benefit whatever is likely to arise from multiplying ex- 
amples to illustrate the same point, it may be interesting to quote 
a very remarkable settlement of the kind, now under consideration, 
wbich not long since took place at Liverpool, and in which, after 
close inquiry, the rule as stated was adopted by all parties as the 
basis of settlement. 

Settlement of Messrs. A and B's Claim for Loss by Fire on 346 Bales of 
Bowed Cotton, lying in Haywood's 8f M- Vicar's Shed, William 
Street, Liverpool. 

£. s. d. 
Total loss, per invoice lodged with the Royal Assurance 

Company, cash, 9 November, 1849 .... 2,794 3 
Total property, per declaration . . £374,996 

Specific insurances ..... 90,000 

Leaving to be covered by certified floaters 284,996 

Of this sum there is declared to be in the Albert Dock 

warehouses only . . . . . . £21,750 

The "first average" will therefore be upon policies that do not extend 
to the Albert Docks. Thus-- 

£285,000 stock in certified warehouses and Albert Docks. 

21,750 stock in Albert Docks. 

£. s. d. 

£263,250 : £65,000 : : £2,794. 3*. = 689 18 4 

Of this— £. £. s. d. 

Liverpool on 30,000 pays 318 8 5 

Imperial „ 10,000 „ 106 2 10 

Alliance „ 5,000 „ 53 1 5 

West of England . . „ 5,000 „ 53 1 5 

Guardian „ 5,000 „ 53 1 5 

North of England.. „ 5,000 „ 53 1 5 

Phoenix „ 5,000 „ 53 1 5 

£65,000 £689 18 4 

Carried forward . £689 18 4 
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Brought forward . 
The "second average" will then be upon policies includ- 
ing Albert Docks and certified warehouses. Thus — 

£285,000 stock in certified warehouses and Albert Docks. 
Less 65,000 of first average policies. 



£. s. d. 
689 18 4 



£220,000 : £115,000 



£2,104. As. 8d. = 1,099 18 10 



Of this— £. 

Liverpool on 10,000 pays 

Alliance „ 35,000 

West of England . . „ 25,000 

Guardian „ 15,000 

North of England.. „ 5,000 

Phoenix „ 5,000 

Atlas „ 5,000 

Sun „ 5,000 

Yorkshire „ 5,000 

Globe „ 5,000 



£. s. d. 

95 12 11 
334 15 3 
239 2 
143 9 

47 16 

47 16 

47 16 

47 16 

47 16 

47 16 



£115,000 £1,099 18 10 

The "third average "will then be upon policies including 
Albert Dock warehouses, transit-sheds, Birkenhead Docks, 
and all certified warehouses. Thus — 

£285,000 in all such places. 
Less 180,000 first and second averages. 



£105,000 



£60,000 : : £1,004. 5*. lOd. = 
The Royal paying the whole. 



The " fourth average" will then be upon general floating 
policies. . Thus — 

£285,000 in all warehouses. 
Less 240,000 first, second, and third average policies. 



£45,000 : £10,000 : : £430. 8*. 2d. 

Of this— £. £• s. d. 

Alliance on 5,000 pays 47 16 4 

„ 5,000 „ 47 16 4 



Phoenix 



Uninsured 



£10,000 £95 12 
£35,000 loses . 



573 17 8 



95 12 9 



334 15 5 



£2,794 3 



VOI,. III. 



M 
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RECAPITU1 

. under first average, 
„ second „ 

• ,, first „ 

» » » 
„ second „ 
„ fourth „ 

• „ first „ 
„ second „ 

• » first „ 
„ second „ 

• » first „ 
„ second „ 

• » first „ 
„ second „ 
„ fourth „ 

. „ second „ 
» » » 
j> i> » 
» )> j? 

. „ third „ 


.ATION 
pays . . 


£. 

318 

95 


8 
12 


d. 

5 

11 










?> • • 
» • • 


53 

334 
47 


1 

15 
16 


5 
3 

4 


West of England . 


53 
239 


1 
2 


5 
5 




53 
143 


1 

9 


5 

6 


North of England . 


53 

47 


1 

16 


5 
5 




53 

47 
47 


1 

16 
16 


5 
6 
5 










Sun 




















Globe 





























£. s. d. 



414 1 
106 2 


4 
10 


435 13 





292 3 


10 


196 10 


11 


100 17 


10 


148 14 
47 16 
47 16 
47 16 
47 16 
573 17 
334 15 


4 
5 
6 
5 
6 
8 
5 



£2,794 3 

It will not now be necessary to add anything for the purpose of 
explaining the existing practice. The merits and defects of these 
methods of settlement may be brought under review at a future 
opportunity. 



